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(c) Repayment of the subordinate lien.
The mortgagor must execute a mort-
gage in favor of HUD with terms and
conditions acceptable to HUD for the
amount of the partial claim under
§ 203.414(a). HUD may require the mort-
gagee to be responsible for servicing
the subordinate mortgage on behalf of
HUD.

(d) Application for insurance benefits.
Along with the prescribed application
for partial claim insurance benefits,
the mortgagee shall forward to HUD
the original credit and security instru-
ments required by paragraph (c) of this
section.

[61 FR 35018, July 3, 1996, as amended at 62
FR 60130, Nov. 6, 1997]

CONDITION OF PROPERTY

§§ 203.375–203.376 [Reserved]

§ 203.377 Inspection and preservation
of properties.

The mortgagee, upon learning that a
property subject to a mortgage insured
under this part is vacant or abandoned,
shall be responsible for the inspection
of such property at least monthly, if
the loan thereon is in default. When a
mortgage is in default and a payment
thereon is not received within 45 days
of the due date, and efforts to reach the
mortgagor by telephone within that pe-
riod have been unsuccessful, the mort-
gagee shall be responsible for a visual
inspection of the security property to
determine whether the property is va-
cant. The mortgagee shall take reason-
able action to protect and preserve
such security property when it is deter-
mined or should have been determined
to be vacant or abandoned until its
conveyance to the Secretary, if such
action does not constitute an illegal
trespass. ‘‘Reasonable action’’ includes
the commencement of foreclosure
within the time required by § 203.355(b)
of this part.

[57 FR 47972, Oct. 20, 1992]

§ 203.378 Property condition.
(a) Condition at time of transfer. When

the property is transferred, or a mort-
gage is assigned to the Commissioner,
the property shall be undamaged by
fire, earthquake, flood, or tornado, ex-
cept as set forth in this subpart.

(b) Damage to property by waste. The
mortgagee shall not be liable for dam-
age to the property by waste com-
mitted by the mortgagor, its heirs, suc-
cessors or assigns in connection with
mortgage insurance claims paid on or
after July 2, 1968.

(c) Mortgagee responsibility. The mort-
gagee shall be responsible for:

(1) Damage by fire, flood, earthquake,
hurricane, or tornado;

(2) Damage to or destruction of secu-
rity properties on which the loans are
in default and which properties are va-
cant or abandoned, when such damage
or destruction is due to the mortga-
gee’s failure to take reasonable action
to inspect, protect and preserve such
properties as required by § 203.377 of
this part, as to all mortgages insured
on or after January 1, 1977; and

(3) As to all mortgages insured under
firm commitments issued on or after
November 19, 1992, or under direct en-
dorsement processing where the credit
worksheet was signed by the mortga-
gee’s underwriter on or after November
19, 1992, any damage of whatsoever na-
ture that the property has sustained
while in the possession of the mortgage
if the property is conveyed to the Sec-
retary without notice to and approval
by the Secretary as required by § 203.379
of this part.

(d) Limitation. The mortgagee’s re-
sponsibility for property damage shall
not exceed the amount of its insurance
claim as to a particular property.

[36 FR 34508, Dec. 22, 1971. Redesignated and
amended at 41 FR 49735, Nov. 10, 1976; 57 FR
47973, Oct. 20, 1992; 58 FR 32057, June 8, 1993;
61 FR 36265, July 9, 1996; 61 FR 36453, July 10,
1996]

§ 203.379 Adjustment for damage or
neglect.

(a) If the property has been damaged
by fire, flood, earthquake, hurricane,
or tornado, or, for mortgages insured
on or after January 1, 1977, the prop-
erty has suffered damage because of
the mortgagee’s failure to take action
as required by § 203.377, the damage
must be repaired before conveyance of
the property or assignment of the
mortgage to the Secretary, except
under the following conditions:
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(1) If the prior approval of the Sec-
retary is obtained, there will be de-
ducted from the insurance benefits the
Secretary’s estimate of the cost of re-
pairing the damage or any insurance
recovery received by the mortgagee,
whichever is greater.

(2) If the property has been damaged
by fire and was not covered by fire in-
surance at the time of the damage, or
the amount of insurance coverage was
inadequate to repair fully the damage,
only the amount of insurance recovery
received by the mortgagee, if any, will
be deducted from the insurance bene-
fits, provided the mortgagee certifies,
at the time that a claim is filed for in-
surance benefits, that:

(i) At the time the mortgage was in-
sured, the property was covered by fire
insurance in an amount at least equal
to the lesser of 100 percent of the insur-
able value of the improvements, or the
principal loan balance of the mortgage;
and

(ii) The insurer later cancelled this
coverage or refused to renew it for rea-
sons other than nonpayment of pre-
mium; and

(iii) The mortgagee made diligent
though unsuccessful efforts within 30
days of any cancellation or non-re-
newal of hazard insurance, and at least
annually thereafter, to secure other
coverage or coverage under a FAIR
Plan, in an amount described in para-
graph (a)(2)(i) of this section, or if cov-
erage to such an extent was unavail-
able at a reasonable rate, the greatest
extent of coverage that was available
at a reasonable rate; and

(iv) The extent of coverage obtained
by the mortgagee in accordance with
paragraph (a)(2)(iii) of this section was
the greatest available at a reasonable
rate, or if the mortgagee was unable to
obtain insurance, none was available at
a reasonable rate; and

(v) The mortgagee took the actions
required by § 203.377 of this part.

(3) The certification requirements set
out in paragraph (a)(2) of this section
apply to any mortgage insured by HUD
on or after September 22, 1980, for
which a claim has not been filed before
September 30, 1986. Any mortgage in-
sured on or after September 22, 1980, for
which a claim has been filed before
September 30, 1986, but the claim has

not been settled before that date, will
be governed by § 203.379(b) (1986) Edition
as it existed immediately before Sep-
tember 30, 1986.

(4)(i) As used in this section, reason-
able rate means a rate that is not in ex-
cess of the rate or advisory rate set by
the principal State-licensed rating or-
ganization for essential property insur-
ance in the voluntary market, or if
coverage is available under a FAIR
Plan, the FAIR Plan rate.

(ii) If a State has neither a FAIR
Plan nor a State-licensed rating orga-
nization for essential property insur-
ance in the voluntary market, the
mortgagee must provide to the HUD
Field Office having jurisdiction, infor-
mation concerning the lowest rates
available from an insurer for the types
of coverage involved, with a request for
a determination of whether the rate is
reasonable. HUD will determine the
rate to be reasonable if it approximates
the rate assessed for comparable insur-
ance coverage applicable to similarly
situated properties in a State that of-
fers a FAIR Plan or maintains a State-
licensed rating organization.

(b) For mortgages insured under firm
commitments issued on or after No-
vember 19, 1992, or under direct en-
dorsement processing where the credit
worksheet was signed by the mortga-
gee’s underwriter on or after November
19, 1992, the provisions of paragraph (a)
of this section apply and, in addition, if
the property has been damaged during
the time of the mortgagee’s possession
by events other than fire, flood, earth-
quake, hurricane, or tornado, or if it
was damaged notwithstanding reason-
able action by the mortgagee as re-
quired by § 203.377 of this part, the
mortgagee must provide notice of such
damage to the Secretary and may not
convey until directed to do so by the
Secretary. The Secretary will either:

(1) Allow the mortgagee to convey
the property damaged; or

(2) Require the mortgagee to repair
the damage before conveyance, and the
Secretary will reimburse the mort-
gagee for reasonable payments not in
excess of the Secretary’s estimate of
the cost of repair, less any insurance
recovery.
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(c) In the event the damaged prop-
erty is conveyed to the Secretary with-
out prior notice or approval as pro-
vided in paragraphs (a) or (b) of this
section, the Secretary may:

(1) After notice, reconvey the prop-
erty to the mortgagee and the mort-
gagee must reimburse the Secretary in
accordance with §§ 203.363 and 203.364 of
this part, or

(2) Require the mortgagee to reim-
burse the Secretary for the greater of
the Secretary’s estimate of the cost of
repair or any insurance recovery.

[57 FR 47973, Oct. 20, 1992, as amended at 61
FR 36265, July 9, 1996]

§ 203.380 Certificate of property condi-
tion.

(a) The mortgagee shall either:
(1) Certify that as of the date of the

filing of deed for record, or assignment
of the mortgage to the Secretary, the
property was:

(i) Undamaged by fire, flood, earth-
quake, hurricane or tornado; and

(ii) As to mortgages insured or for
which commitments to insure were
issued on or after January 2, 1977,
undamaged due to failure of the mort-
gagee to take action as required by
§ 203.377; and

(iii) As to mortgages insured under
firm commitments issued on or after
November 19, 1992, or under direct en-
dorsement processing where the credit
worksheet was signed by the mortga-
gee’s underwriter on or after November
19, 1992, undamaged while the property
was in the possession of the mortgage;
or

(2) Attach to its claim a copy of the
Secretary’s authorization to convey
the property in damaged condition.

(b) In the absence of evidence to the
contrary, the mortgagee’s certificate
or description of the damage shall be
accepted by the Secretary as estab-
lishing the condition of the property,
as of the date of the filing of the deed
or assignment of the mortgage.

[57 FR 47973, Oct. 20, 1992, as amended at 61
FR 36265, July 9, 1996; 61 FR 36453, July 10,
1996]

§ 203.381 Occupancy of property.
The mortgagee shall certify that the

property is vacant and contains no per-
sonal property as of the date of filing

for record of the deed to the Secretary
or that the Secretary has consented to
accept the property occupied.

[45 FR 59563, Sept. 10, 1980]

§ 203.382 Cancellation of hazard insur-
ance.

The mortgagee shall cancel any haz-
ard insurance policy as of the date of
the filing for record of the deed to the
Commissioner subject to the following
conditions:

(a) The amount of the return pre-
mium due the mortgagee because of
such cancellation may be calculated on
a ‘‘short-rate’’ basis and reported on
fiscal data supporting the application
for debentures and the amount shall be
deducted from the total amount
claimed.

(b) If the mortgagee’s calculation of
the return premium is less than the ac-
tual return, the amount of the dif-
ference between the actual refund and
the calculated amount shall be remit-
ted to the Commissioner, accompanied
by the carrier’s or agent’s statement.

(c) If the mortgagee’s calculation of
the return premium is more than the
actual return, the mortgagee may file
with the Commissioner a claim, sup-
ported by the carrier’s or agent’s state-
ment of the amount of the refund,
whereupon the Commissioner shall
issue a check to the mortgagee in set-
tlement of the claim.

PROPERTY TITLE TRANSFERS AND TITLE
WAIVERS

§ 203.385 Types of satisfactory title evi-
dence.

The following types of title evidence
shall be satisfactory to the Commis-
sioner:

(a) Fee or owner’s title policy. A fee or
owner’s policy of title insurance, a
guaranty or guarantee of title, or a
certificate of title, issued by a title
company, duly authorized by law and
qualified by experience to issue such
instruments. If an owner’s policy of
title insurance is furnished, it shall
show title in the Commissioner and
inure to the benefit of his successors in
office.

(b) Mortgagee’s policy of title insur-
ance. A mortgagee’s policy of title in-
surance supplemented by an Abstract
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